DISCLAIMER
This electronic version of an SCC order isfor informational purposes only and is not an official document of the
Commission. An official copy may be obtained from the Clerk of the Commission, Document Control Center.

COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHVOND, OCTOBER 16, 2002
APPLI CATI ON OF

VI RG NI A ELECTRI C AND
PONER COVPANY CASE NO. PUE-2002-00377

To revise its fuel factor
pursuant to Va. Code 856-249.6

ORDER ESTABLI SHI NG 2003 FUEL FACTOR

On July 1, 2002, Virginia Electric and Power Conmpany
("Virginia Power" or "Conpany") filed with the State Corporation
Comm ssion ("Comm ssion") its application, witten testinony,
and exhibits requesting a decrease in its fuel factor from
1.613¢ per kWh to 1.576¢ per kWh effective with usage on or
after January 1, 2003, which results in a decrease in annual
fuel revenues of approximately $21.7 million. Concurrently, and
by notion dated July 1, 2002, the Conpany al so requested that
t he Conmi ssion enter a protective order governing the treatnent
of confidential information in the Conpany's fuel factor
pr oceedi ng.

By Order dated July 16, 2002, the Conm ssion established a
procedural schedule, required notice of the application, and set
a public hearing date for this matter. In the July 16, 2002,
Order, the Commission directed its Staff to file testinony and

provi ded an opportunity for any person desiring to participate


http://www.state.va.us/scc/contact.htm#General

in the hearing to do so. The Virginia Cormittee for Fair
Uility Rates ("VCFUR'), the Apartnent and O fice Buil ding
Associ ati on of Metropolitan Washi ngton ("AOBA"), Chaparra
(Mirginia), Inc. ("Chaparral"), and the Division of Consuner
Counsel, Ofice of the Attorney General ("Consuner Counsel™)
filed notices of participation as respondents in the case.
VCFUR filed direct testinony and exhibits on August 4, 2002.

On July 26, 2002, the Conmi ssion issued its Order on Mtion
for Protective Order granting the Conpany's notion for a
protective order with additional nodifications proposed by the
Conmi ssion Staff ("Staff").

On Septenber 12, 2002, Staff filed its testinony. Staff
recommended that Virginia Power's proposed estimate of energy
sales and fuel prices used in the devel opnent of the proposed
fuel factor be accepted as reasonable.

On Septenber 16, 2002, the Conpany filed a letter with the
Commi ssi on updating the estimated fuel expenses for the nonths
of June, July, and August 2002, and changi ng the Conpany's
under -recovery bal ance to $45, 829, 329 and changi ng the proposed
prior period factor from $0. 00028/ kWh to $0. 00078/ kWh. In
addi tion, the Conpany's |etter acknow edged that since no
increase in the current total fuel factor of $0.01613 was

noti ced, the Conpany's change to the proposed prior period



factor was limted to $0. 00065/ kW in the case. On
Sept enber 19, 2002, the Conpany filed its rebuttal testinony.

The hearing to receive evidence on the fuel factor issues
was convened on Septenber 25, 2002. Appearances were nmade by
counsel for the Staff, DVP, VCFUR, Chaparral, and Consuner
Counsel . Testinony was received fromM. Kurt W Swanson
M. Charles A Stadelneier, M. WIIliam R Eckroade,
M. Harrison H Barker, M. Gegory J. Mdxrgan, and M. Andrew J.
Evans for DVP, M. Ali Al -Jabir for VCFUR and M. M chael W
Martin, M. David R Eichenlaub, M. Lawence T. Oiver, and
M. Thomas E. Lammfor the Staff.

Parties agreed to stipulate as to the testinonies of DVP' s
W t nesses Swanson, Stadel neier, Eckroade, and Barker, and Staff
Wi t nesses Martin and Ei chenl aub.

VCFUR Wtness Al -Jabir testified that the Conmm ssion should
fix the Conmpany's fuel factor beyond 2003 through July 1, 2007,
and defer the Conpany's recovery of a portion of the energy
charges associated with certain power purchases nade by DVP as a
result of the Conpany's March 25, 2002, Request for Proposals.
Staff Wtness Lammtestified that there were nany conplexities
rai sed by the issue of the fuel factor treatnent of DVP's firm
energy purchases. Wtness Lammindicated that the Staff was not
prepared to propose a final resolution as to the fuel factor

treat nent. In addition, Staff Wtness Lamm noted that these



i ssues nerited additional study by the Staff, and that Staff
woul d make recommendati ons before or during DVP' s next fuel
factor proceeding. Staff Wtness Oiver testified concerning
the continuation of a prior study by the Staff, requested by the
Comm ssion in DVP's nost recent fuel factor case, of the
Conpany' s whol esal e sal es, off-system sales, out-of-system
sal es, option trading, and other related activities. Wtness
AQiver testified that he had not participated in Staff's study
of DVP's whol esal e trading practices and he had no
recormmendation relative to the anmount of noney that ratepayers
received as a credit to fuel expenses fromoff-system sal es
relative to how nuch noney sharehol ders received fromoff-system
sal es.

Finally, DVP rebuttal w tnesses Mdirgan and Evans testified
in response to the concerns raised by both Staff and VCFUR
Wi t nesses regardi ng appropriateness of certain firm energy
purchases DVP entered into primarily for the sumer nonths of
2002. DVP rebuttal witness Mirgan testified that DVP s deci sion
to purchase the energy was reasonable given the information
available to the Conpany at that tinme, and that the conponent
pricing structures agreed to by the Conpany with their counter-
parties were fully consistent with the nmarket and were fair to
rat epayers. DVP rebuttal wi tness Evans testified that the

Conpany's purchase of the energy under the contracts was



necessitated by DVP' s need for peaking capacity for the sunmer
to meet its reserve margin. Wtness Evans further testified
that the energy purchased by DVP under the contracts was

pur chased as econony energy displaci ng hi gher-cost Conpany
generation.

NOW THE COW SSI ON, upon consi deration of the record and
the applicable law, is of the opinion that the Conpany's fue
factor shall remain at 1.613¢ per kW effective with usage on
and after January 1, 2003. W wll also require continued Staff
study relating to the appropriate allocation of the net proceeds
that arise fromthe Conpany's participation in whol esal e power
mar kets. Further, we will require Staff to investigate issues
surroundi ng the appropriate recovery in the fuel factor of costs
i ncurred by the Conmpany for power purchased pursuant to its
March 25, 2002, request for proposals ("purchase power RFP
contracts") as well as simlar resource acquisition expenditures
shoul d they arise in the future.

As noted above, we wll allow DVP to continue its fue
factor charge at the current level. As such, we decline to
adopt the recommendation of VCFUR witness Al-Jabir to defer a
portion of the charges associated with the recovery of the
pur chase power RFP contracts until such tine as the above-
menti oned study is conpleted. Nor will we adopt a "fixed" fue

factor as advocated by M. Al-Jabir. The instant proceeding did



not enconpass the notice required by 8 56-249.6 prior to

di spensing with the adjustable fuel factor. W note, however,
that such a fixed fuel factor may have certain nerits, including
i ncreased judicial econom es, changed incentives on the part of
DVP, and increased electricity cost certainty for custoners
during the freeze period. As such, we remain open to proposals
of this nature.

In addition, Staff seeks to continue study of the
appropri ateness of the nechani sm by whi ch net proceeds of DVP s
whol esal e trading activities are shared with ratepayers. Staff
recommends further study noting that it has yet to conplete a
report as directed by the Commission in a prior DVP fuel factor
proceedi ng (Case No. PUE-2000-00585). Staff notes that
per sonnel changes as well as the conplexity of the issue has
thus far delayed Staff's report. W wll allow Staff to
continue its efforts in this area.

Finally, we require the aforenentioned investigation and
study of the Conpany's purchase power RFP contracts. The bulk
of the contracts in question my be characterized as base | oaded
capacity resources, at least during the termof the respective
contracts. DVP proposes to collect 94% of the contracts' costs
t hrough the fuel factor with the remai ning 6% assuned to be

collected via the Conpany's base rates. Both Staff and the



VCFUR believe that this 94% 6% fuel / capacity split allows DVP to
recover non-fuel expenses in the fuel clause.

Staff and VCFUR both recommend further study of the issue.
Staff reconmends no adjustnent at this time, while VCFUR
reconmends that $13.4 million of recovery be deferred until the
Commi ssion nmakes a final determ nation as to the proper energy
conponent of these contracts. DVP maintains that it has
appropriately quantified energy and capacity costs associ at ed
with the purchase power RFP contracts. The Conpany argues that
their inclusion of virtually all of the contracts' costs in the
fuel factor is appropriate based on current and expected near
term energy and capacity narket prices.

DVP's actions in admnistering its March 25, 2002,
solicitation and closing these transacti ons have not been
challenged. 1In fact, these actions appear to have been well
execut ed producing a mninmumfuel factor given the feasible
generation resource choices available to DVP in the spring of
2002. G ven those choices, the Conpany appears to have nade a
reasonabl e decision to enter into the transactions at issue in
this proceeding.

Wil e the Conpany's decision to enter into the purchase
power RFP contracts may not be at issue, the proportion of the
contracts' cost proposed to be collected via the fuel factor

remains in question. DVP has proposed one nethod to effect that



split; there may be others. Mddifications to that split, if
any, subsequently adopted by the Conmm ssion may apply to the
2002 fuel period and to future fuel factors. Staff's study
shoul d consider alternative nechanisnms that may be enployed to
all ocate a portion of the costs of the purchase power RFP
contracts, or simlar types of arrangenents, to the fuel factor.
We expect that Staff will explore market based nethods as well
as nethods that may reflect the construction cost of new
capacity. W are also interested in the Conpany's efforts
through tine to optimze its systemw th the goal of mnim zing
the total cost of providing service pursuant to 8 56-249.6. W
stress that we are interested in the Conpany's optimn zation
efforts here for the purpose of Staff's study herein of the fuel
factor.

Accordingly, IT IS ORDERED THAT:

(1) The total fuel factor of 1.613¢ per kWi, effective for
usage on and after January 1, 2003, established by Comm ssion
O der dated Decenmber 8, 2000, rermains in effect.

(2) Staff shall study the appropriate recovery of the fuel
costs associated with the purchase power RFP contracts entered
into by DVP pursuant to its March 25, 2002, solicitation as
descri bed herein. The Conpany shall assist the Staff in this

effort by nmaking avail abl e rel evant docunents and personnel as



wel | as ot her assistance deened necessary by Staff. The VCFUR
may participate in the study.

(3) Staff shall continue its study of the Conpany's
whol esal e sal es, off-system sales, out-of-system sales, options
trading, and other related activities, and shall file a report
detailing its findings and reconmendati ons.

(4) This matter is continued generally.



